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In early June, trade negotiators from the Southern Cone Common Market (MERCOSUR) and Chile
initiated intense consultations to bridge their differences over the final text of an accord for Chile
to join the trade bloc as an associate member. The framework agreement for Chile's affiliation with
MERCOSUR was originally announced at a meeting of trade and foreign ministers in Cartagena,
Colombia, in March of this year (see NotiSur, 03/28/96). At that time, negotiators from Chile and
the four MERCOSUR countries (Argentina, Brazil, Uruguay, and Paraguay) said they intended to
finalize the pact in time for the presidents of the five countries to sign it at the next MERCOSUR
summit in San Luis, Argentina, on June 25.
However, according to sources close to the negotiations, Chile and the MERCOSUR representatives
have been unable to complete the text because of wide differences regarding rules of origin. As a
result, negotiators have been tediously reviewing a list of more than 3,000 products to determine
how each one would fit within a mutual framework for rules of origin. The meetings have been held
in Buenos Aires and Montevideo. In early June, Argentina's daily newspaper Los Andes reported
that MERCOSUR negotiators want all imports from Chile to be examined on a case by case basis to
determine if they qualify as "regional" or "extraregional" products. By definition, regional products
are those produced within a trade bloc, while extraregional products are manufactured in a third
country and imported to the trade bloc.
According to Los Andes, MERCOSUR officials are concerned that Chile could export extraregional
products to MERCOSUR at a reduced tariff rate, or even free of duties. Los Andes cited a study by
the Inter-American Development Bank (IDB), which indicated that 40% of all Chilean exports to
Argentina are products that could easily contain components that are not of Chilean origin. Chilean
officials, on the other hand, describe MERCOSUR's interpretation of rules of origin as "excessively"
strict. "The differences will not be easy to resolve, since MERCOSUR and Chilean negotiators are
working with different models for production and manufacturing," the newspaper said.
Nevertheless, the MERCOSUR countries and Chile are under pressure to meet their pledge for an
agreement by the June 25 summit in Buenos Aires. "Even though Chile and MERCOSUR remain
optimistic about the negotiations, the truth is that three weeks is too short a period to resolve all
the pending problems," said the Santiago daily newspaper Estrategia in early June. To meet the
deadline, the newspaper said the countries would have to resolve their differences before the
meeting of foreign ministers of the five countries in Buenos Aires on June 18-19. "The intense nature
of the negotiations appears to have exhausted technical experts from the two sides," a MERCOSUR
official told Agence France-Presse. In addition to rules of origin, the MERCOSUR nations and Chile
must also come to terms regarding the application of most-favored-nation trade status, as well as
Argentina's rights to protect its textile and footwear industry.
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Jorge Campbell, Argentina's International Economic Relations Secretary, acknowledged that the
negotiations are "very complex and difficult." Nevertheless, in separate interviews, Campbell and
Chilean Foreign Minister Jose Miguel Insulza said they are optimistic that negotiators can still
hammer out a final text of the accord by the June 25 deadline. On the other hand, Chile's chief trade
negotiator, Carlos Mladinic, adopted a more cautious stance. "Let us not become too obsessed with
this date," said Mladinic in an interview. "Our goal should be to come to a good agreement."
The tight deadline has forced negotiators to consider temporary alternatives to finalize the
agreement. These include the possibility of delaying a decision regarding products where
MERCOSUR and Chile have the widest disagreements. In fact, sources close to the negotiation said
Chile is willing to sign the association agreement by June 25 and then continue meeting to resolve
the remaining differences. That, in turn, would oblige MERCOSUR to compromise on its position
that no agreement with Chile can be signed until all differences are resolved. "Chile's proposal to
postpone decisions on this matter carries a strong risk," said the daily Estrategia. "If MERCOSUR
and Chile sign an association agreement without resolving key issues, these could become stuck in
the dispute resolution process for several years."
In early May, Rosario Costa Batista, spokesperson for the Brazilian Trade Secretariat (SECEX), told
the daily business newspaper Gazeta Mercantil that an agreement should be postponed rather than
reached hastily. In addition, she accused Chilean negotiators of wanting to reopen issues that had
already been decided in previous negotiations.
"Chilean negotiators have changed their stance and are now opposing the adoption of a complete
tariff schedule for local industries," said Costa, who heads SECEX's trade negotiations department.
For his part, Chile's chief negotiator Mladinic told reporters that President Eduardo Frei's
administration is proceeding cautiously in negotiations to reach an accord that is acceptable to
Chile's legislature, which must ratify any final agreement. "If the Congress rejects the accord, that
would totally halt our efforts to integrate with MERCOSUR," he warned. "On the other hand,
if we are able to negotiate a good agreement, I am certain that we can obtain the support of the
legislature."
Meantime, the Frei administration is also facing strong pressure from the Chilean wine industry,
which is unhappy about the schedule for market access that was negotiated by Chilean and
MERCOSUR trade teams. Under the proposed schedule, Chilean wine exports to MERCOSUR
countries would not become eligible for reduced tariffs until the tenth year of a Chile-MERCOSUR
accord. In contrast, wine exports from MERCOSUR countries to Chile would become eligible for
reduced duties in the fourth year. Chilean wine industry officials said their principal concern is not
potential competition from imports of wine from MERCOSUR. Rather, they want the agreement
to provide them with faster access to the growing Brazilian market. Chilean wine exports to
MERCOSUR currently account for only 8% of Chile's total wine sales outside the country. And, of
total Chilean wine exports, Brazil only absorbs about 3%.
In a separate but related development the export promotion organization ProChile reported in
early June that Chile and the four MERCOSUR countries have already moved to expand their trade
relations despite the lack of a trade agreement. The ProChile report noted that total trade between
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Chile and the four MERCOSUR countries tripled between 1980 and 1995, growing from about US
$1.57 billion to about US$4.45 billion. According to ProChile, Chilean exports to MERCOSUR totaled
US$1.77 billion in 1995, up from US$764.7 million in 1980. At the same time, Chile imported US$2.67
billion from the four MERCOSUR countries last year, compared with US$805 million in 1980.
As a result, MERCOSUR's trade surplus with Chile expanded from about US$40 million in 1980 to
more than US$900 million last year. Chile's total trade with Argentina reached US$1.97 billion last
year, compared with US$524.6 billion in 1980. Similarly, trade with Brazil surged to US$2.25 billion
in 1995 from US$923.3 million in 1980. [Sources: Notimex (Mexico), 05/21/96; Inter Press Service,
05/27/96, 05/31/96; Reuter, COPESA (Chile) 05/05/96, Periodico Los Andes (Argentina), 05/28/96,
06/06/96; Estrategia (Chile), 05/16/95, 05/17/96, 06/04/96, 06/10/96, 06/11/96; Agence-Prance Presse;
06/04/96, 06/10/96, 06/12/96]
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